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Presenter
Presentation Notes
Good morning. Part of the Commission’s mandate in law is to consider the budgetary impacts of its recommendations and to understand Medicare in the context of the broader health care system.One of the ways we meet these elements of the mandate, is to include in the March Report to the Congress an introductory chapter that places the Commission’s recommendations for Medicare payment policy within the context of the current and projected federal budget picture and within the broader health care delivery landscape.The chapter is intended to frame the Commission’s upcoming discussions regarding payment updates and policy recommendations.While there are no policy recommendations in the chapter, we are seeking your comments today on its scope, substance, and tone.



Today’s presentation 

 Health care spending growth and recent 
slowdown 

 Medicare spending trends in detail 
 Medicare spending projections 
 Medicare’s effect on the federal budget 
 Future Medicare beneficiaries and burden of 

Medicare and health care spending on 
households 

 Evidence of inefficient spending and 
challenges faced by Medicare 
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Presenter
Presentation Notes
In today’s presentation Jennifer and I will discuss the main topics of the chapter. Which includeHealth care spending growth and the recent slowdownMedicare spending trends in detailMedicare spending projectionsMedicare’s effect on the federal budgetCharacteristics of future Medicare beneficiaries and burden of Medicare and health care spending on households, andEvidence of inefficient spending in the health care delivery system and challenges faced by Medicare to increase its efficiency.Jennifer will start us off with the first topic



Recent historically low growth rates of health care 
spending have begun to gradually increase 
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Presentation Notes
For decades, health care spending has risen as a share of GDP, but beginning in 2009 its growth rate had slowed. As shown by this graph, that general trend is true for health care spending by private sector payers as well as by Medicare.As a share of GDP, total health care spending (the top line) more than doubled from 1974 to 2009, increasing from about 8% to a little over 17%.Over that same time period, private health insurance spending (the middle line) more than tripled and Medicare spending (the bottom line) more than quadrupled.Then from 2009 to 2013, health care spending as a share of GDP remained relatively constant (as highlighted by the shaded portions of the spending curves). However, government actuaries estimate that spending modestly accelerated in 2014 driven in part by health insurance expansions under PPACA  and increases in prescription drug spending mainly on new treatments for hepatitis C. The actuaries project that over the next decade, health care spending will continue to gradually increase. Growth rates are projected fall between the lows of the recent slowdown and the earlier highs. 



Year-to-year change in per beneficiary 
Medicare spending, 2006−2015  
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Note: FFS (fee-for-service), MA (Medicare Advantage). Part D annual change for 2006 is not shown because the program began in 2006. 
Source: 2016 annual report of the Boards of Trustees of the Medicare trust funds. 
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Presenter
Presentation Notes
Taking a closer look at Medicare during the 2009-2013 slowdown period, the year-to-year change in spending per beneficiary slowed in traditional FFS, Medicare Advantage (or MA), and Part D.  These lines look a bit noisy, but keep in mind that they’re showing year-to-year changes.  The lower rates were generally due to both decreased use of health care services and restrained payment rate increases. Beginning in 2012, PPACA reduced annual payment rate updates for many types of FFS providers, and in 2011 began lowering payments to MA plans to bring payments more in line with FFS spending.Beginning in 2014, growth is more mixed. Part D shot up to 9 percent in both 2014 and 2015. FFS growth increased as well but just in2014 due to an increase in per beneficiary spending on outpatient services.  However, overall growth in FFS and MA remained low in the most recent period.



Per beneficiary spending growth remained 
high in some FFS settings despite slowdown 

5 
Note: FFS (fee-for-service). Outpatient hospital services and outpatient lab services are combined in the figure because a large portion of outpatient 
laboratory services were bundled into the outpatient prospective payment system effective January 1, 2014.  
Source: 2016 annual report of the Boards of Trustees of the Medicare trust funds. 
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Presenter
Presentation Notes
Taking a closer look at FFS, even before the slowdown, per beneficiary spending was not uniform across settings. Hospice, SNF, Outpatient, and Labs had high growth.Then the slowdown from 2009-2013 affected settings differently. SNF and Labs dropped a lot.  Outpatient remained pretty high.There is also variation in growth patterns in the period following the slowdown.  Again, Outpatient remained high while Labs rebounded.Note that Home health and DME switched over to negative.  These are 2 settings where Medicare has implemented specific policies to improve efficiency.  The results demonstrate that it is possible for the program to affect spending trends and yield savings.



Per beneficiary spending growth and total 
Medicare spending growth projected to rise 
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Note: CBO (Congressional Budget Office).  
Source: 2016 annual report of the Boards of Trustees of the Medicare Trust Funds and CBO report Updated Budget Projections: for selected 
programs 2015 to 2025, released March 2016. 
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Presentation Notes
Comparing across the decades on the left-side of the graph, the upper light portion of the bars indicate that per beneficiary spending growth has fallen from average annual rates of 10% in the 80s to 1% from 2010 to 2015. Looking ahead to the next decade, as shown by the right-hand side of the graph, the Medicare Trustees and CBO both project that beneficiary spending growth will fall between the recent lows and the past highs, with an average annual growth rate of 4%In addition, the aging of the baby-boom generation is causing an increase in enrollment growth, as shown in the bottom darker portion of the bars. Enrollment growth increased from about 1-2% per year historically to 3% over the last 5 years. This increase is projected to continue throughout the next decade. Hence the Trustees and CBO project growth in total spending – shown above the bars – to average 7% annually through 2025…which is faster than growth in GDP. 



Trustees and CBO project Medicare spending 
to reach 1 trillion dollars by 2022 
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Presentation Notes
This means that the size of the Medicare program will nearly double over the next 10 years,rising from about $600B in total spending in 2015 to $1T by 2022 and about $1.2T by 2025. 



Medicare enrollment projected to grow rapidly 
while workers per HI beneficiary decline 

8 

0.0

0.5

1.0

1.5

2.0

2.5

3.0

3.5

4.0

4.5

5.0

1970 1980 1990 2000 2010 2020 2030 2040
0

20

40

60

80

100

1970 1980 1990 2000 2010 2020 2030 2040

Medicare HI enrollment (in millions) 
 

Workers per HI beneficiary 

Note: HI (Hospital Insurance).  
Source: 2016 annual report of the Boards of Trustees of the Medicare Trust Funds 

Historical  Historical  Projected  Projected  

Presenter
Presentation Notes
While spending is growing, Medicare’s financing is growing more strained. Workers pay for Medicare spending through payroll taxes and taxes that are deposited into the general fund of the treasury.As Medicare enrollment rises, the number of workers per beneficiary is projected to decline.  The number of workers per Medicare beneficiary has already declined from nearly 4½ around the program’s inception to about 3 today. By 2030, (the year by which all baby boomers will have aged into Medicare) the Trustees project there will be just about 2.3 workers for every beneficiary.These demographics are creating a financing challenge for the Medicare program.



Medicare Trust Funds and their shares of 
total spending 

 Hospital Insurance (HI) Trust Fund (43%) 
 Part A – inpatient hospital stays, skilled nursing facility 
 Financed by payroll tax 
 Insolvent in 2028 (projection) 

 Supplementary Medical Insurance (SMI) Trust Fund (57%) 
 Part B – physician, hospital outpatient departments  
 Part D – prescription drug coverage  
 Financed by general tax revenues (3/4) and premiums (1/4)  
 Solvency not an issue for SMI Trust Fund 
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Presenter
Presentation Notes
As you may have heard, the Trustees project that the Hospital Insurance Trust Fund will become insolvent by 2028 (2 years earlier than projected in last year’s report), but that date doesn’t tell the whole financial story. The hospital insurance trust fund covers less than 1/2 of Medicare spending.It covers Part A services.It’s financed by a dedicated payroll tax.And is projected to become insolvent in 12 years since payroll tax revenues are not growing as fast as Part A spending.The Supplementary Medical Insurance Trust Fund accounts for 57% of total Medicare spending.It covers services under Parts B and D .Its financed by general tax revenues, which cover ¾ of spending and premiums paid by beneficiaries which cover ¼ of spending.General tax revenue transfers and premiums are reset each year to match expected Parts B and D spending.Since by design SMI income grows at the same rate as Parts B and D spending, its Trust Fund is never expected to go insolvent. This doesn’t mean that it doesn’t also face major financing challenges – it does, which the next slide shows:



General revenue paying for growing share 
of Medicare spending 
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Note: GDP (Gross domestic product). 
Source: 2016 annual report of the Boards of Trustees of the Medicare Trust Funds 
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Presenter
Presentation Notes
The line at the top of this graph depicts total Medicare spending as a share of GDP. The layers below the line represent sources of Medicare funding.Working up from the bottom, all the layers up to the skinny red layer represent dedicated funds collected specifically to finance Medicare spending such as payroll taxes (which fund Part A) and premiums paid by beneficiaries (which help fund Parts B and D).The purple area below the total Medicare spending line represents the Part A deficit created when payroll taxes fall short of Part A spending.The blue layer represents the large and growing share of Medicare spending funded through general revenue. That share is over 40% today. And keep in mind here, that general revenue includes  both general tax revenue as well as federal borrowing. �Of course, these same dollars and deficit spending could be used to fund other federal programs, such as education and infrastructure investment. 



Spending on Medicare, other major health programs, 
Social Security, and net interest is projected to exceed 
total federal revenues in 25 years (by 2040) 
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Presentation Notes
And there’s great competition for these tax and borrowed dollars.The white line at the top of this graph represents total federal spending as a percentage of GDP. And the layers below the top line on this slide depict federal spending by program. The aqua line represents total federal revenues.Note, that with few exceptions between 1966 and 2046, total federal spending exceeds total federal revenues, creating annual deficits that continue to add to the federal debt.Working up from the bottom of the layers, Medicare spending is projected to rise from 3½% of our economy today to a little over 6% of our economy in 25 years by 2040 (shown by the vertical line). In fact by 2040, spending on Medicare, Medicaid, the other major health programs, social security, and net interest will reach about 20% of our economy, and by themselves exceed total federal revenues.Final note, the projection is optimistic in assuming that federal revenues will increase above [HIGHLIGHT ON SLIDE] 19% which is > their historical share of GDP of about 17%. If on the other hand, federal revenues continue closer to their historical average, spending on these major programs and net interest could exceed total federal revenues even sooner.



 Health status of 50–64 year olds in 2014 
compared to their predecessors: 
+ Smoke 50% less, 
− 55% higher prevalence of diabetes, 
− 25% higher prevalence of obesity, and 
− 9% lower prevalence of very good or excellent 

health status  
≈ higher rates of some diseases and chronic 

conditions, but more likely under control 
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Future Medicare beneficiaries 

Presenter
Presentation Notes
Shifting from projections of spending, we summarize the characteristics of future Medicare beneficiaries.A Study by United Health Foundation compares the health status of middle-age adults (50–64 years old) in 2014 to the same age cohort in 1999 (who are now current Medicare beneficiaries).  Compared to their predecessors, middle-age adults about to age into Medicare:Smoke 50% less,Have a 55% higher prevalence of diabetes,Have a 25% higher prevalence of obesity, andHave a 9% lower prevalence of very good or excellent health statusAdditional studies indicate that new and incoming beneficiaries have higher rates of some diseases and chronic conditions, such as hypertension and high cholesterol, but are much more likely to have them managed and under control.



Burden of out-of-pocket Medicare 
spending on households 

 New Medicare beneficiaries may be less 
financially secure than their predecessors 
 In 2014, 55–64 year olds’ real median household 

income had fallen 4% over the decade 
 In 2013, 55–64 year olds’ real median family net 

worth had fallen 42% over the previous 6 years 

 Out-of-pocket costs for Medicare 
beneficiaries growing faster than Social 
Security benefits  

13 
Data are preliminary and subject to change 

 

Presenter
Presentation Notes
Evidence also suggests that baby boomers, who largely make up the new and incoming Medicare beneficiaries, may be less financially secure than previous generations in retirement and therefore less able to bear the burden of increasing OOP costs. Since the Great Recession began in 2007, real median household income declined for all age groups under age 65 .In 2014, the real median household income for 55–64 year olds had fallen 4% over the decade.  In contrast a decade earlier, real median household income for members of this age cohort had increased by 13%Also since the Great Recession began, family net worth has declined.In 2013, 55–64 year olds’ real median family net worth had falled 42% in the previous 6 years. In contrast over the 6-year period ending in 2004, the same age cohort’s real median family net worth had increased by 70%In addition, during this time, out-of-pocket costs for Medicare beneficiaries have grown faster than Social Security benefits, which make up a significant or even complete share of many beneficiaries’ income



Burden of out-of-pocket health care 
spending on households 
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Note: Household income, health expenditures, and premiums all measured in nominal dollars. Average premiums for individual and family coverage 
are for employer-sponsored health insurance and include contributions from workers and employers. 
Sources: MedPAC analysis of Census Bureau, Current Population Survey, Annual Social and Economic Supplements 2015, National Health 
Expenditure Accounts from CMS 2015, Kaiser Family Foundation and Health Research & Educational Trust 2015.  

 
Data are preliminary and subject to change. 

 

0

10

20

30

40

50

60

70

2004 2014

P
er

ce
nt

 c
ha

ng
e 

Median household income 

Ave. per capita personal 
health care expenditures 

Ave. premium for family 
coverage 

Ave. premium for 
individual coverage 

Presenter
Presentation Notes
The burden of OOP costs falls on those with private insurance too.  In the last decade, per capita health care spending and premiums have grown much more rapidly than median household incomes. From 2004 to 2014, premiums for individuals and families (the top pink & orange lines) grew 63 and 69% respectivelyper capita personal health care spending (the aqua line in the middle) also grew more than 60%While the median household income (the yellow line at the bottom) grew just 21%. Note that these are in current year unadjusted dollars.  In real dollar terms, median household income actually fell over the decade.In fact, a recent study found that from 2007 to 2014, middle-income households’ health-care spending grew by 25% while their spending for other essential categories, such as food, housing, clothing, and transportation all actually fell. PASS TO MAGGIE



The Independent Payment Advisory 
Board (IPAB) 
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Who?  15 appointed expert advisors   

What?  IPAB would have broad authority to propose Medicare 
payment policies to reduce Medicare spending growth 

When?  The IPAB process is triggered in a year that the Medicare 
actuaries determine that projected Medicare spending 
growth exceeds a specified target.  

And 
Then? 

The IPAB (or Secretary’s) savings proposal automatically 
becomes law unless Congress acts under specified 
circumstances and within a set time period.  Congress’ 
alternative must produce at least as much savings. 

Presenter
Presentation Notes
There is a mechanism in law to address Medicare spending growth. PPACA established the Independent Payment Advisory Board or IPAB. IPAB would consist of 15 presidentially appointed and senatorially confirmed advisors. At this point in time, no advisors have been appointed. This board would have broad authority to propose Medicare payment policies aimed at reducing Medicare spending growth. There are specific limitations. No recommendation can ration care, raises beneficiary premiums, increase cost sharing, reduce benefits or alter eligibility. Note that even if no Board members are appointed, the IPAB process still proceeds – The responsibility for making Medicare savings recommendations is shifted to the Secretary of HHS. MedPAC would play a role in reviewing these recommendations. The IPAB process is triggered in a year that the Medicare actuaries determine that projected Medicare spending growth exceeds a specified target. The IPAB – or Secretary – will then be required to prepare a proposal that reduces Medicare spending to fall within the target. To date, the target growth rates have not been exceeded. However, the Medicare actuaries project that it may be triggered next year.  The IPAB or Secretary’s savings proposal automatically becomes law unless Congress affirmatively acts to amend or block the proposal within a stated period of time and under circumstances specified in the act. Changes to the package are limited to those that would produce at least as much Medicare savings as the submitted legislation.



Evidence of health care inefficiency 
and misspending 

 Geographic variation 
 Higher use ≠ improved patient outcomes 

 Low-value services continue to be performed 

 International comparison 
 U.S. spends significantly more than any other 

country in the world  

 U.S. ranks poorly on indicators of efficiency and 
outcomes 

 Life expectancy has increased more slowly than in 
other OECD countries  
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Presenter
Presentation Notes
So are there opportunities for savings?Yes, there is strong evidence that a sizeable share of current health care spending in Medicare (and overall) is inefficient providing an opportunity for policy makers to reduce spending, extend the life of the program, and reduce pressure on the federal budget. For example, research on Medicare spending shows that areas with higher spending or more intensive use of services do not have higher quality of care or improved patient outcomes. Services that have been widely recognized as low value  and even harmful continue to be performed regularly.Also the U.S. spends significantly more on health care, both per capita and as a share of GDP, than any other country in the world.  There is ample evidence that this difference is driven not by utilization, which is similar to other countries, but by higher prices.  As a result, Americans pay more for prescription drugs, hospital and physician services, and other medical goods and services.Despite higher prices and resulting additional spending, studies consistently show that the U.S. ranks poorly on indicators of efficiency and outcomes.



Out of 44 OECD and related countries, the United 
States ranks first on health care spending but 
28th on life expectancy, 2013 
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Presentation Notes
For example, in 2013, out of 44 OECD and related countries, the United States ranks 1st on health care spending as you can see illustrated by the blue bars, but we rank 28th on life expectancy at birth shown by the yellow line. And life expectancy in the U.S. at age 65 falls below the OECD average and has increased more slowly since the introduction of the Medicare program than gains in other countries.



Medicare’s challenges 

 Fragmented payment system  
 Limited tools to restrain fraud/overuse  
 Benefit design  
 Different prices across settings  
 Undervalued and overvalued services  

18 

Presenter
Presentation Notes
The Medicare program as well as the health care system more generally faces challenges in achieving savings.Medicare has a fragmented payment system across multiple health care settings, reducing incentives to provide patient-centered, coordinated care. It has limited tools to restrain fraud and overuse.Medicare’s benefit design consists of multiple parts, each covering different services, and requiring different levels of cost sharing.Medicare can pay different prices for the same service depending on where the service is delivered.And finally, in the process of setting prices for thousands of services, some services are undervalued and others are overvalued providing incorrect incentives for their use. 



The Commission’s approach to 
addressing challenges 
 Payment accuracy and efficiency  
 Quality and coordination  
 Information for beneficiaries and providers  
 Aligned health care workforce  
 Engaged beneficiaries 

19 

Presenter
Presentation Notes
The Commission’s approach to overcoming these challenges has beento pursue accurate prices that promote the efficient provision of services,to develop policies that encourage high-quality care and the coordination of care across settings,to support policies that improve the information that beneficiaries and providers receive,to advocate for medical education and training that focuses on team-based approaches to care coordination,and finally to engage beneficiaries in the decision-making about their health care. 



Discussion 

 Questions? 
 

 Comments on scope, substance, or tone 
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Presenter
Presentation Notes
So with that I’ll conclude. The presentation only covered a portion of the information included in the mailing materials.  We welcome your questions and comments on any of the issues discussed in the mailing materials and look forward to your discussion.
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Life expectancy at age 65 has increased less in 
the United States than in other OECD countries, 
1970–2013 

22 

Note: OECD (Organisation for Economic Co-operation and Development). Selected OECD countries shown. Life expectancy for Canada as of 
1971 and 2011. Life expectancy for Finland as of 1971. 

Source: Organisation for Economic Co-operation and Development 2015. 
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Presentation Notes
And life expectancy in the U.S. at birth and at age 65 have increased at a slower rate than in other OECD countries.



Leading causes of death at birth, 1980 
and 2014 
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Cause of death, 1980  Percent of 
deaths Cause of death, 2014 Percent of 

deaths 

1. Heart disease 38.2 1. Heart disease 23.4 

2. Cancer 20.9 2. Cancer 22.5 

3. Stroke 8.6 3. Chronic lower respiratory diseases 5.6 

4. Unintentional injuries 5.3 4. Unintentional injuries 5.2 

5. Chronic obstructive pulmonary 
diseases 

2.8 5. Stroke 5.1 

6. Pneumonia and influenza 2.7 6. Alzheimer's disease 3.6 

7. Diabetes 1.8 7. Diabetes 2.9 

8. Chronic liver disease and cirrhosis 1.5 8. Influenza and pneumonia 2.1 

9. Atherosclerosis 1.5 
9. Nephritis, nephrotic syndrome, and 
nephrosis 

1.8 

10. Suicide 1.4 10. Suicide 1.6 

Source: National Center for Health Statistics 2016. 
 

Data are preliminary and subject to change. 

 
 



Leading cause of death at age 65, 1980 and 
2014  

24 

Cause of death, 1980 Percent of 
deaths 

1. Heart disease  44.4 

2. Cancer 19.3 

3. Stroke  10.9 

4. Pneumonia and influenza 3.4 

5. Chronic obstructive pulmonary 
diseases 

3.2 

6. Atherosclerosis 2.1 

7. Diabetes mellitus 1.9 

8. Unintentional injuries 1.9 

9. Nephritis, nephrotic syndrome, and 
nephrosis 

1.0 

10. Chronic liver disease and cirrhosis 0.7 

Source: National Center for Health Statistics 2016. 
 

Data are preliminary and subject to change. 

 
 

Cause of death, 2014 Percent of 
deaths 

1. Heart disease   25.5 

2. Cancer  21.5 

3. Chronic lower respiratory diseases  6.5 

4. Stroke   5.9 

5. Alzheimer's disease  
4.8 

6. Diabetes mellitus  2.8 

7. Unintentional injuries  2.5 

8. Influenza and pneumonia  2.3 

9. Nephritis, nephrotic syndrome and 
nephrosis  

2.1 

10.Septicemia  1.5 
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